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The U.S.
Wine Market

ooming demand vying for limited

Uncorked
supply has led U.S. wineries to

B raise prices and search the globe

for additional wine. Since late 1996, prot
ducer prices for U.S. wine have risen at

double-digit rates. Imports are pouring in

1996 U.S. grape crop was used for wine
and farm value was estimated at $1.25
lion, compared with $547 million in 1986
Winemaking and distribution added
another $12 billion in value to 1996 reta
sales of food and beverages, according
industry sources.

>, Supply of Wine Grapes
Piffrails Consumption

The last 10 years have seen a turnaround
l'in the market for wine grapes. During the
t@arly 1980’s, wine supplies outweighed

demand, and grower prices stagnated.

Growers responded by reducing vineyard

In California, the largest agricultural statearea and replacing vines with quality

with crop revenues of $14 billion in 199¢
the value of the total grape harvest
reached a record $2 billion. California
typically produces more than 95 percen
of the grapes crushed for U.S. wine. Ne
York, Washington, and Oregon provide
most of the remainder.

U.S. wine exports will likely reach a
record $400 million in 1997, up 25 perce
from 1996. During 1985-95, the value of
U.S. wine exports increased 22 percent
annually, far outstripping the 6.5-percent
trend for the rest of U.S. agriculture.

While wine export growth has been
impressive over the last decade, imports
have declined until recently. With limited
domestic supplies in 1996, U.S. produce
and distributors boosted wine imports 2
percent to a record $1.4 billion, the first
sharp increase since 1992. Through Ma
1997, import growth reached 23 percen

5, wine-type varieties, and grower prices
paid by wineries increased 8.5 percent
annually during 1985 to 1995.

WCalifornia prices for wine-type grapes
averaged $590 per metric ton in 1996, 26
percent higher than 1995. U.S. wine is
produced increasingly from four high-
valued international grape varieties:

neabernet sauvignon, merlot, pinot noir,
and chardonnay. In California, wineries
paid growers $1,260 per metric ton on
average for these four varieties in 1996,
compared with $390 for other wine-type
varieties.

In 1997, producer prices for U.S. wines
will continue well above 1996, as domes-
sriic supplies are not sufficient to meet both
5 domestic and export demand. January-
June producer prices for domestic wines
yrose an average 10 percent in 1997, fol-
lowing 6 years of annual increases of 1-2

above the same period last year.

percent.

to fill supply gaps created by several ye
of limited production of U.S. wine-type
grapes. But U.S. grape growers also
worry that maturing vineyards in the nex
several years will turn the current boom
into a bust as increased production and
imports pull down prices.
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Consumers began drinking more wine in
the early 1990'’s, partly because of news
about the health benefits of moderate c(
sumption, and partly because a strong
U.S. economy supported increased spe
ing on wine at home and in restaurants.
addition, sales to foreign markets jumpe
in the last 18 months as improvements i
quality and marketing have increased th
competitiveness of U.S. wine in Norther
Europe against traditional producers fro
France, Italy, and Spain.

The U.S. wine industry is increasingly
important to the economic performance
U.S. agriculture. Nearly 55 percent of the

]

Wine-type Grape Grower Prices to Remain Strong,

Despite Record Production in 1997
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USDA reports wine-type grape production for Califo
1997 forecast.

Economic Research Service, USDA
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The curent stong wine pices ae the
result of ecent limited US. crops of
wine-type gapes and inaased demand
for quality winesA total of 2.45 million
metiic tons of US. grapes vas useddr
wine in 1994 8 pecent less than the @r
vious 5-year aerage. The impact of
reduced wine mduction has suated in
1997,as most wine salesdébehind the
vintage year of gape poduction ly
several months to seeral yeass. Also,
California’s wine-type gape cush in
1996 vas the lavest in 9 was.

While wine-type gape supplies @& limit-
ed U.S. consumption of wine ineased
from 16.3 million hectolitey in 1992 to
21.8 million in 1995. (One hectoliter—
100 lites—is slighty more than 11 cases
of wine.) Wine consumption dipped 6 pe
cent in 1996hut is likely to increase
slightly in 1997. Rr cagita consumption
in the US. remains less than 1 case per
person annally.

U.S. wine inventoies were well belov
what was needed tode pace with de-
mand and stzlize piices in 1997How-
ever, higher pices ae alloving wineries to
rebuild inventoiles. USD\'s Economic
Researh Sewice (ERS) brecasts wine
inventoies d 22 million hectolites enter
ing 1998,about equal to the 1990-95
average and 15 peent dgove 1997.

The dly 1 forecast of Calibria’s 1997
grape cop points to a 16-peent incease
in production to aecod 5.26 million
metiic tons.Wine-type gapes ae forecast
up 21 pecent to 2.45 million meit tons,
but stiong winey demand ér grapes is
likely to keep grower piices @en with last
year U.S. wine poduction in 1997 is esti
maed by ERS & near 23 million hecto
liters, up 20 pecent flom 1996 and 1995,
and 30 perent moe than 1994.

U.S. Imports & Exports
Of Wine Are Up

U.S. wineimports are likely to reat 4.5
million hectolites in 1997 up from 3.6
million in 1996. Impots could account
for 21 pecent of US. net domestic use ir
1997,up from aout 13 pecent in 1990.

Westen Eulopean wine—mairl from
Italy, France Spain,and Gemary—still

=

accountsdr most US. impotts, about a

U.S. Imports and Exports of Wine Have Accelerated
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1 hectoliter = 100 liters. 1997 forecast.

Economic Research Service, USDA

70-pecent shag in 1997. But in the
19905, U.S. wine impots from South
America (mainy Chile, Brazil, and
Argentina),Austrlia, and SoutlAfrica
have increased substantigliThese'new
world” produces ae epected to cature
a 30-pecent shag of U.S. wine impots
in 1997.

In 1985,Westen Euope accountedf 96
percent of US. impoits, dedining to 88
percent in 1990Westen Euope’s com
petitive position in the LS. maket weak
ened dung the lae 19805 as the 5.
dollar exchange rate dedined against
Westen Euiopean cuenciesAlso, as
U.S. consumes tuned tavard quality
wines,demand ér low-priced wines—
mainly from ltaly—deceasedAs con
sumes tumed to higher alued wines,
Italy’s shae of U.S. impotts deceased
from 51 pecent in 1985 to 36 peent

in 1996.

With escaléing land pices in pime U.S.
wine-gowing aras,U.S. firms ae
increasingy investing diectly in foreign
wine production in oder to meet 8.
domestic anddreign demandU.S. for-
eign diect investment (FDI) actity has
concentated mainy in Chile and south
easten France but increasing #ention is
focused o\rgentinas lage, unused land
cgpacity. Raher than displacexgort
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potential—a common beliebaut FDI—
firms gpear to be westing &road to
ship wine bak to the US. maket.

In 1997,12 pecent of US. wine poduc
tion will be exported, up from 6 pecent
in 1990. Despite highates of US. export
growth since the mid-1986;the US.
shae of world wine tade emains onf
about 3 pecent. But breign makets con
tinue to look &ractive to US. wine po-
duces, even while piices in the domestic
maiket soar

In 1996,50 pecent of US. wine potrts
went toWesten Euope mainly to the
United Kingdom (UK.), Gemary,
Switzedand, and the Nethdands. Canada
accounteddr 20 pecent,Japan 10 per
cent,and Caibbean countes most of the
remainder of 1996xports.

U.S. wine porters compete maiglwith
domestic poduces in &port makets and
with Frend, Italian, and Spanishxgort-
ers. For ekample in the UK. maket, with
its small domestic industrthe US. com
petes mainl with other Euopean Union
(EV) countres. Havever, non-EU
exporters ae caining maket shaes in
the UK., and US. exports have increased
23 pecent annally over the last 10 gars,
reading 375,500 hectolitsrin 1996.
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Switzedand, importing nealy 60 pecent
of its wine consumptioris another gow-
ing maket for the US. During the last
decadeU.S. wine &ports to Switzdand
increased 36 peent per gar on gerage
to read 85,932 hectoliterin 1996.
Switzedand is likely to increase wine
imports in 1997 because ohanges in
Swiss polig which will allow more
imports of white wing a previously heai-
ly protected domestic indugtr

Although combined wine pduction br
1996 in Itay, France Spain,Gemary,
Switzedand the US., Argentina,Chile,
and SouthAfrica—representing ma than
80 pecent of the wrld total—incieased
over the peceding 2 gas, worldwide
wine supplies & not suficient to meet
demandWith the usual péod of moe
than a par bebre signifcant amounts of
the 1996 vintge ae releasedthe curent
upward pressue on pices is lilely to
contirue

Emerging Issues

Imported wines & becoming ma com
petitive in the US. maket, cutting in on
marketing addances akad/ made ly U.S.
wineries. Until ecenty, higher pices br
Frend, Italian, and Spanish wines damp
ened US. demand dr impoits from these
traditional souces. But nw, U.S. prices
are inceasing éster than Ewpean pices.
And based on stigtical anaysis,ead 10-
percent incease in the L. price raises
U.S. demand 15 peent br Euopean
wines and gen moe for Southen
Hemisphee wines.

For U.S. growers, the futue points to
shaply increasing domestic supplies
of wine-, raisin-,and tdle gapes.
California’s 1996 aga in n&v vineyards—
nonbeaing, less than 4 gas old—is esti
maed d 18 pecent of the st&’s total,
but industy souces place it\en higher
than the stigstics shav. How will the
markets dsorb the brgeoning suppl?
U.S. demanddr raisin- and thle grapes
in the fresh- and ded makets has been
stead or dedining in the 1990s. The
domestic juice and wine niaats ae gow-
ing, but hopesest hesily on inceasing
access and demand wréign makets.

The US. wine industy is concened dout
foreign makets contiwing to use baiers

What's in a Label?

Most of the highest quality \S. wines ae maketed as aretals. Chemet sau-
vignon, melot, pinot noir and zinindel mak up &out two-thirds of Calibria’s
red-wine gapes and prduce highy rated wines. Chalonng, sauvignon tang
and eisling accountdr ebout half of Calibrnia’s white-wine \arieties.

To use a ariety on a wine lbel, regulaions by the US. Depattment of Treasuy’s
Bureau ofAlcohol, Tobaccoand Rreams (BATF) requite a mininum content of
75 pecent of the indicied gape \ariety. As a maketing stetegy, varietal lebeling
may be vieved as incgasing consumsrconidence in consisteycBreaking into
the intenaional maket is also easier withavietal lebeling becausedreign con
sumes ae moke likely to expeiment with unémiliar produces if the \arieties ae
familiar.

European winesin contiast,have a long tadition of lbeling based oorigin.
Gearaphically basedthe gpellaion of oiigin contiollee (AOC) is the pincipal
designdion for quality Eubpean wines. E#cregion’s distinct quality isegulaed
by stiict guidelines with espect to ariety, yields, irrigation, and other prduction
practices. Een though Bugundy is a well-known region in France poducing
quality red wines with pinot noirrgpes,“pinot noir” seldom apeas with“AOC”
on Bugundy labels. Similaly, Frances Bodeaux wines seldom mentionbeanet
sauvignonand Champgnes seldom mentiorhardonng, though these arthe
dominant gapes used in thesegions.

Wineiies in the US. are tuning moe to geagraphic designtions to distinguish
their winesAmerican viticultual aleas,or AVA's, are cetified by the BATF & the
request of pyduces in a egion. The iegion must poduce gapes with distinctie
charmacter based on teoir, which refers to the combintaéon of dimate, soil, eleva-
tion, and otherdctos knavn to hare a signifcant impact on arietal perbrmance
Examples of CaldrmiaAVA's ae NgaValley, Sonomaand Noth Coast. In Ne
York, an example is nger Lalkes. Hrst intoduced in 1982AVA's have incieased

to well over 100 aarss the LS.

against tade One stiking point in ngoti-
ations is the use of semegeic labels.

For example the EU is actiely seeking an
end to US. wines ld&eled as CHalis,
Burgundy, and Champgne—all names of
Frendh producing egions. The Austmalian
wine industy has ecenty agreed to cease
this practice and thus impved their tade
relaions with the EU

Tariffs remain an obstée, albeit detin-
ing under pogress made in thé/orld
Trade Oganizdion (WTO). Technical dif
ferences among pducing néons pesent
special poblems:the EUS regulaions put
forth speciic accetable winemaking
practiceswhile U.S. guidelines pohibit
practices mainf for food saéty reasons.

The EU puchases xcess poduction and
provides &port refunds and aidoir
acregge reduction,which totaled $1.2 bil
lion in 1996. Moeover, individual mem

ber stées povide substantial méeting
assistance to their wine induss.As pat
of its WTO commitments eer a 6-gar
peiiod, stating in Seotember 1995the
EU must reduce subsided wine &ports
by 21 pecent and thealue of wine po-
duction subsidiesyb36 pecent.Also, the
EU has greed to de@ase its impar
duties ly 20 pecent and cease usingfr
erence pices and impdrquotas.

Through geder access toofeign makets
and maket plomotion,the US. wine
industy has sought to inease epoirts,
while U.S. trade ngotiators seek to wer-
come tade barers thiough lavering tar
iffs, breaking up gvemmental distibu-
tion monopoliesand educing poducer
subsidies.
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